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GAS and Circular A-133 Developments—2011

Notice to Readers
This Audit Risk Alert replaces Government Auditing Standards and Circular
A-133 Developments—2010.
This Audit Risk Alert is intended to provide auditors who perform audits under
Government Auditing Standards or Office of Management and Budget Circular A-133, Audits of States, Local Governments and Non-Profit Organizations
with an overview of recent economic, technical, industry, regulatory, and professional developments that may affect the audits and other engagements they
perform. This Audit Risk Alert also can be used by an entity's internal management to address areas of audit concern.
This publication is an other auditing publication, as defined in AU section
150, Generally Accepted Auditing Standards (AICPA, Professional Standards).
Other auditing publications have no authoritative status; however, they may
help the auditor understand and apply the Statements on Auditing Standards.
If an auditor applies the auditing guidance included in an other auditing publication, he or she should be satisfied that, in his or her judgment, it is both relevant to the circumstances of the audit and appropriate. The auditing guidance
in this document has been reviewed by the AICPA Audit and Attest Standards
staff and published by the AICPA and is presumed to be appropriate. This document has not been approved, disapproved, or otherwise acted on by a senior
technical committee of the AICPA.
Recognition
The AICPA gratefully appreciates the invaluable assistance Susan Reed provided in creating this publication.
The AICPA gratefully acknowledges the following individuals for their essential contributions in creating this publication:
Corey Arvizu
Ralph DeAcetis
Diane Edelstein
Erica Forhan

John Good
Laura Hyland
Scott Simpson

Feedback
The Audit Risk Alert Government Auditing Standards and Circular A-133
Developments is published annually. As you encounter audit or industry issues
that you believe warrant discussion in next year's Audit Risk Alert, please
feel free to share them with us. Any other comments that you have about the
Audit Risk Alert also would be appreciated. You may e-mail these comments
to A&APublications@aicpa.org.
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How This Alert Helps You
.01 This Audit Risk Alert (alert) helps you plan and perform your audits
conducted in accordance with Government Auditing Standards (also known
as the Yellow Book) and Office of Management and Budget (OMB) Circular
A-133, Audits of States, Local Governments and Non-Profit Organizations (Circular A-133). This alert also can be used by an entity's internal management
to address areas of audit concern. This alert provides information to assist you
in achieving a more robust understanding of the business, economic, and regulatory environments in which your clients operate. This alert is an important
tool to help you identify the significant risks that may affect the audit and
delivers information about emerging practice issues and current auditing and
regulatory developments as they relate to audits performed under Government
Auditing Standards and Circular A-133. You should refer to the full text of
auditing pronouncements, as well as the full text of any rules or publications
that are discussed in this alert.
.02 This alert concentrates on issues related to financial statement audits
performed in accordance with Government Auditing Standards and compliance
audits performed in accordance with Circular A-133, collectively referred to as
a single audit. When performing an audit of a state, local government, or notfor-profit entity under generally accepted auditing standards (GAAS) you may
wish to refer to the following alerts:

r
r
r

Audit Risk Alert State and Local Governmental Developments—
2011 (product no. 0224311)
Audit Risk Alert Not-for-Profit Entities Industry Developments—
2011 (product no. 0224211)
Audit Risk Alert Health Care Industry Developments—2010 (product no. 0223410)

.03 Additionally, the Audit Risk Alert General Accounting and Auditing Developments—2010/11 (product no. 0223310) explains important issues
that affect all entities in all industries in the current economic climate. These
alerts can be obtained by calling the AICPA at 888.777.7077 or visiting
www.cpa2biz.com.

Economic and Industry Developments
The Current Economy
.04 When planning and performing audit engagements, an auditor should
understand the specific economic conditions facing the entity. Economic activities relating to factors such as interest rates, availability of credit, overall
economic expansion or contraction, inflation, and labor market conditions may
have an effect on the entity. The Audit Risk Alerts State and Local Governmental Developments—2011 (product no. 0224311), Not-for-Profit Entities Industry Developments—2011 (product no. 0224211), and Health Care Industry
Developments—2010 (product no. 0223410) further discuss the state of the
economy and the potential impact on financial statement audits performed
under GAAS of governmental, not-for-profit, and other entities receiving governmental funding.
.05 Although it may appear at first glance that the recent turmoil in the
economy does not have a direct impact on entities receiving federal funds, the
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auditor should consider some potential effects. Although certain types of funding may decrease, in other cases, funding may temporarily increase due to the
implementation of government programs as a result of economic conditions.
An example of this is funding received under the American Recovery and Reinvestment Act of 2009 (the Recovery Act). During the initial years of Recovery
Act funding, the audit risks will likely be different than the audit risks that
arise when funding for those programs is decreasing or is completely expended.
.06 Funding constraints may have a significant effect on the entity. One
of the effects of reduced funding could be a decreased number of staff. This, in
turn, may have a large impact on grants management. With fewer staff to get
the work done, an increased risk of noncompliance with compliance requirements and an increased risk of fraud within the organization exist. Internal
control systems designed to maintain compliance with grant requirements may
be strained. With fewer staff having more responsibilities, internal controls are
at risk because policies and procedures may not be followed. In summary, when
assessing the risks related to the audit, the effect of the current economic situation is an important consideration for the auditor in planning and performing
the single audit.

Legislative and Regulatory Developments
2010 Exposure Draft of Government Auditing Standards
Revisions
.07 In August 2010, the Government Accountability Office (GAO) issued
an exposure draft of proposed standards revising Government Auditing Standards, which was last revised in 2007. The proposed changes contained in the
exposure draft would update Government Auditing Standards to reflect major
developments in the accounting and auditing profession and emphasize specific
considerations applicable to the government environment. The proposed revision reflects recent updates to GAAS, and terminology has been updated for
consistency with other standards. In addition, the proposed revision attempts
to more clearly identify the Government Auditing Standards requirements
and guidance that supplement AICPA requirements for financial audits. This
includes removing duplication with GAAS requirements and clarifying what
represents an additional requirement under Government Auditing Standards.
The use of footnotes also would be revised such that they would only be used
to refer to other sections of the document and to other audit standards. Other
information that was previously in footnotes was either moved into the text or
eliminated.
.08 In addition to the general proposed revisions noted previously, the
exposure draft contains changes to Government Auditing Standards in specific
areas. Although all proposed revisions are not listed here, some of the more
significant revisions can be found in subsequent paragraphs.
.09 Chapter reorganization. The exposure draft proposes to reorganize
chapters 1–2 such that ethical principles (formerly in chapter 2) would appear
in chapter 1, along with the foundational concepts of Government Auditing
Standards. Chapter 2 would emphasize the use and application of Government
Auditing Standards. Chapter 4 would contain all financial auditing standards
that were formerly found in chapters 4–5.
.10 Independence. One of the more substantial proposed changes relates
to independence. A conceptual framework approach for independence has been
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added to chapter 3. If the proposed revisions are ultimately finalized, the guidance in "Government Auditing Standards: Answers to Independence Standards
Questions," issued by the GAO in 2002, would be superseded by the revised
Government Auditing Standards. See the section, "Independence Standards
Under the Proposed Revision to Government Auditing Standards," that follows
for more details on the proposed revisions to the independence standards.
.11 Attestation engagements. The proposed revisions in this chapter would
assist in determining whether an engagement is a form of attest engagement
(for example, an examination, review, or agreed-upon procedure engagement)
or a performance audit and would clearly distinguish the requirements related
to each type of attestation work.
.12 Effective date. It is expected that the 2011 Revision to Government
Auditing Standards will be finalized and issued in the summer of 2011. Furthermore, the effective date of the revised standards has not yet been determined. However, it is expected to have an effective date that coincides with the
AICPA's Clarity Project, which is for audits of financial statements for periods ending on or after December 15, 2012. See also the section, "ASB Clarity
Project," found later in this alert.

Independence Standards Under the Proposed Revision to Government
Auditing Standards
.13 Under the new independence framework found in chapter 3 of the
proposed revision to Government Auditing Standards, the auditor would identify threats to independence and then assess the significance of the threats.
If those threats identified are significant to the engagement, the auditor would
then determine whether safeguards could be put into place to mitigate the
threats to an acceptable level. The proposed framework also provides guidance
on certain specific threats and whether those specific threats can be mitigated.
.14 The proposed revision to the "Independence" section identifies certain
activities in six nonaudit service categories that would impair the auditor's independence. The prohibited services fall within the following nonaudit service
categories:

r
r
r
r
r
r

Bookkeeping and preparing accounting records
Preparing financial statements
Internal audit services
Internal control monitoring and assessments
Information technology systems services
Valuation services

Note that not all of these nonaudit services would be prohibited, just certain
services within those categories. For a nonaudit service that is not expressly
prohibited, the proposed revision states that the auditor should apply the conceptual framework to conclude whether a potential impairment exists. In some
cases, safeguards put into place would mitigate threats to an acceptable level.1
However, in other cases, safeguards would not be sufficient to reduce the threat
to an acceptable level.
1
It is important to note that although safeguards can reduce or eliminate threats to independence, if the auditor is not independent in accordance with Interpretation No. 3, "Performance of
Nonattest Services," under Rule 101, Independence (AICPA, Professional Standards, ET sec. 101 par.
.05), no safeguards can overcome the lack of independence.

ARA-SGA .14
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.15 One concept that is introduced in the proposed standards that differs
from the AICPA Code of Professional Conduct is that of a postimpairment period. This is the period immediately after the auditor provides an independence
impairing service. Under the proposed standards, the auditor may perform the
audit in a subsequent period only after sufficient safeguards have been identified and put into place to mitigate any threats.
.16 Other differences between the AICPA Code of Professional Conduct
and the proposed GAO standards related to independence are that the proposed
GAO framework

r
r
r

contains a type of threat called "structural threat," which addresses the threat associated with an audit organization's placement within a government entity.
subjects external consultants and specialists who contribute to
audits to both the independence standards and the assessment of
independence (which would be done in the same manner as that
for auditors).
contains guidance on documentation necessary to support adequate consideration of auditor independence, with requirements
that would go beyond those required by the AICPA.

.17 For more information on the proposed revisions to the independence standards as set forth in the 2010 Government Auditing Standards
exposure draft, a comparison of the proposed standards with AICPA and
the International Federation of Accountants standards is available on the
AICPA website at www.aicpa.org/InterestAreas/ProfessionalEthics/Resources/
Tools/DownloadableDocuments/2010SeptemberComparisonofProposedGAO
IndependenceStandardstoAICPAandIFAC.doc. In addition, the Government
Audit Quality Center (GAQC) website has an archived webcast, "What You
Need to Know About the 2010 Yellow Book Exposure Draft." This webcast is
open to the public and available at www.aicpa.org/InterestAreas/Governmental
AuditQuality/Resources/Pages/WhatYouNeedtoKnowAboutthe2010YBED–
MemberWebEvent.aspx.

GAO Study on Indirect Costs
.18 In May 2010, the GAO issued a report, "Nonprofit Sector: Treatment
and Reimbursement of Indirect Costs Vary among Grants, and Depend Significantly on Federal, State, and Local Government Practices." The study found
that inconsistencies in the use and meaning of the terms indirect costs and administrative costs, and their relationship to one another, has made it difficult
for state and local governments and nonprofits to classify costs consistently. As
a consequence, varying interpretations exist of what activity costs are indirect
versus administrative. Also, because nonprofits have both diverse characteristics and accounting practices, it is not possible to specify which type of costs
may be classified as indirect in all cases. Therefore, it may be difficult for recipients to determine those activities eligible for indirect cost reimbursement
under a particular grant award.
.19 In addition, state and local governments may or may not allow reimbursement of indirect costs in federal awards passed through to nonprofits.
One item the GAO study found is that variations in indirect cost reimbursement exist not only among different grants, but also within the same grant
among different states. As a result of the study, the GAO recommended that
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the OMB bring together various stakeholders to propose ways to clarify and
improve understanding of how indirect costs should be treated, particularly for
grants passed through from state and local governments to nonprofit entities.
As a first step, the OMB has suggested that nonprofits review the report to
better understand the issues. This is an issue that auditors may want to make
their clients aware of as a client service. For more information on the findings
of the study, visit the GAO website at www.gao.gov/new.items/d10477.pdf to
view this report.

OMB Improper Payments Initiative
.20 The OMB has issued government-wide guidance related to the implementation of Executive Order 13520, Reducing Improper Payments, which was
signed by the President on November 20, 2009. This initiative seeks to reduce
improper payments by boosting transparency, holding agencies accountable for
reducing improper payments, and increasing penalties for contractors who fail
to timely disclose improper payments. As part of the initiative, agencies were
directed to review current prepayment and preaward procedures and ensure
that a thorough review of available databases with relevant information on
eligibility occurs before the release of any federal funds. (An example of one
such database is the Department of Health and Human Services Office of Inspector General's List of Excluded Individuals/Entities.) Also, agencies were
directed to submit certain information to the OMB that includes information
on its current procedures related to this issue.
.21 In addition to Executive Order 13520 noted previously, the following
guidance or legislation related to the initiative has been issued recently:

r
r
r
r
r
r

Memorandum M-11-16, dated April 14, 2011, which revises content in Part I and II of Appendix C of OMB Circular A-123,
Requirements for Effective Measurement and Remediation of Improper Payments.
Memorandum M-11-04, Increasing Efforts to Recapture Improper
Payments by Intensifying and Expanding Payment Recapture Audits, was issued on November 16, 2010.
Public Law 111-204, Improper Payments Elimination and Recovery Act of 2010, was signed into law on July 22, 2010.
Presidential Memorandum, Enhancing Payment Accuracy
Through a "Do Not Pay List," was issued on June 18, 2010.
Memorandum M-10-13, dated March 22, 2010, which is contained
in Part III to Appendix C of OMB Circular A-123, Requirements for
Effective Measurement and Remediation of Improper Payments.
Presidential Memorandum, Finding and Recapturing Improper
Payments, dated March 10, 2010.

.22 Although this initiative does not directly affect single audits or related auditees, it does have a definite impact on federal funding agencies and
certainly increases the federal focus on reducing improper payments. Further,
even though noncompliance noted in a single audit is not defined in the same
way as an improper payment, Part 3, "Compliance Requirements" of the 2011
OMB Circular A-133 Compliance Supplement (compliance supplement) states
the following about improper payments:
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Under OMB guidance, Public Law (Pub. L.) No. 107-300, and other
related legislation, Federal agencies are required to take actions to
prevent improper payments, review Federal awards for such payments
and, as applicable, reclaim improper payments. Improper payment
means:
1. Any payment that should not have been made or that was
made in an incorrect amount under statutory, contractual,
administrative, or other legally applicable requirements.
2. Incorrect amounts are overpayments or underpayments
that are made to eligible recipients (including inappropriate denials of payment or service, any payment that
does not account for credit for applicable discounts, payments that are for the incorrect amount, and duplicate
payments).
3. Any payment that was made to an ineligible recipient or
for an ineligible good or service, or payments for goods
or services not received (except for such payments where
authorized by law).
4. Any payment that an agency's review is unable to discern
whether a payment was proper as a result of insufficient
or lack of documentation.
Auditors should be alert to improper payments, particularly when
testing the following sections of Part 3-A, Activities Allowed or Unallowed; B, Allowable Costs/Cost Principles; E, Eligibility; and, in some
cases N, Special Tests and Provisions.
.23 More information on the Improper Payments initiative, including
any new guidance issued, can be found on the Office of Federal Management area of the OMB website under "Key Initiatives" at www.whitehouse.gov/
omb/financial default.

OMB Compliance Supplement Update
.24 The compliance supplement, issued annually by the OMB, is one of the
most important pieces of guidance used by an auditor in a single audit. The supplement identifies the compliance requirements that the federal government
expects to be considered as part of a compliance audit required by the Single
Audit Act. For the programs it includes, the compliance supplement provides
a source of information for auditors to understand the federal program's objectives, procedures, and compliance requirements relevant to the audit, as well
as audit objectives and suggested audit procedures for determining compliance
with these requirements. Part 7, "Guidance for Programs not Included," provides guidance on how to identify the applicable compliance requirements for
those programs not included in the supplement and for program-specific audits
when a program-specific audit guide is not available.
.25 Each year, agency program information and compliance requirements
are updated, as necessary, to keep the compliance supplement current. In
addition, the compliance supplement is a key mechanism that the OMB is
using to notify auditors of entities with expenditures of Recovery Act funds of
additional compliance requirements and related auditor guidance.
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Changes in the 2011 Compliance Supplement
.26 The 2011 compliance supplement includes the normal types of changes
made by the OMB each year (for example, new, revised, and deleted programs).
A few revisions of note are as follows:

r

r

r
r

The compliance supplement, including compliance requirements,
has been revised to add auditor procedures relating to the new
reporting requirements for certain grantees under the Federal
Funding Accountability and Transparency Act of 2006 (Transparency Act or FFATA). For more information on FFATA, see the
section, "New Requirements for the Federal Funding Accountability and Transparency Act" later in this alert.
The content in Part 3 related to improper payments has been
revised to indicate that federal agencies are required to (a) take
action to prevent improper payments, (b) review federal awards
for improper payments, and (c) as applicable, reclaim improper
payments. (See the preceding section, "OMB Improper Payments
Initiative," for more information.)
Section L, "Reporting," of Part 3 has been updated for the requirement to use SF-425, Federal Financial Report, taking into account
that a small number of programs may not be fully transitioned to
that form.
The "Reporting" type of compliance requirement in Part 3 has also
been updated to respond to practice questions relating to the Recovery Act quarterly reporting requirement for recipients under
Section 1512 of the Recovery Act (that is, Section 1512 reporting).
During the past year, some recipients used a lag methodology
to prepare the Section 1512 reporting because they did not have
"final" actual expenditure amounts within the 10 days allowed for
the Section 1512 reporting period (for example, they used finalized data for 2 months of the current quarter and then did not
include the final month of the quarter, instead using the finalized
data from the last month of the previous quarter). These auditees
believed this was an appropriate method for reporting. However,
many auditors disagreed and reported findings relating to the use
of such an approach. OMB clarifies in the 2011 compliance supplement that this lag methodology is not appropriate and that
if used, would be considered a noncompliance finding (although
OMB states that it would not be reported with questioned costs
and generally not considered to be a material weakness or affect
the compliance opinion). The compliance supplement guidance
states that
—

when recipients do not have the actual expenditure
amounts within the 10 days allowed for the entire 1512
reporting period, the reporting entity can use "best available data" for the full quarter, which can include estimates. For example, if a recipient has 2 months of finalized data and the third month can only be estimated due
to the timing of closing the monthly financial data, the
supplement states that using this estimation approach is
acceptable.
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—

r

r

r
r

the recipient should have a process in place to review the
submitted reports (after the reports have been submitted), and determine if any material differences exist that
would require the report to be corrected during the continuous correction period. If no material differences exist,
there is no need for the recipient to correct a submitted
report.

The "Procurement and Suspension and Debarment" type of compliance requirement in Part 3 has been modified to include additional information related to international agreements and the
Buy American Act. It clarifies that with respect to international
agreements, the Buy American requirement set out in Title 2 U.S.
Code of Federal Regulations Part 176.70 may not be applied when
the iron, steel, or manufactured goods used in the project are from
a party to an international agreement. In these cases, the goods
and services of the applicable party are to be treated in the same
manner as domestic goods and services. Part 3 provides further
information and detailed regulatory citations.
Part 4, "Agency Program Requirements," includes normal programmatic changes. Additionally, in order to assist the auditor
in determining whether reporting under FFATA applies, a new
"III.L.5, Subaward Reporting under the Transparency Act," has
been added to each program supplement or cluster in Part 4 to
indicate whether this reporting is "applicable" or "not applicable." Also noted is that, at the current time, this reporting at the
program level may not be applicable for several different reasons,
such as (a) no subawards exist under the program; (b) the program
is exempt from this requirement because it is funded by the Recovery Act; or (c) the program is other than a grant or cooperative
agreement program. As a result, if the basis for not applicable is
that the program is other than a grant or cooperative agreement
program, this designation may change in the future once additional types of financial assistance are made subject to FFATA's
reporting requirements.
Part 5, "Clusters of Programs," has been updated for normal programmatic revisions.2
Appendix 3, "Federal Agency Contacts for A-133 Audits," was revised to add additional federal contacts. A new table provides
contact information by Catalog of Federal Domestic Assistance
(CFDA) number for each federal program included in the supplement. The contacts listed in this table have a programmatic
background (and may not be familiar with single audit requirements). Previously, the compliance supplement only included
contact information for one individual at each federal agency—
generally, the agency single audit coordinator. As noted in GAQC
Alert No. 168, the GAQC recommends the federal program contact in the new table be contacted only to obtain specific information about the program or its requirements and suggests

2
The American Recovery and Reinvestment Act of 2009 has resulted in numerous changes to
clusters. It is important for auditors to be sure clusters are properly identified and presented.
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r

r
r

that auditors direct questions related to auditing to the overall
federal agency contact, that is, the federal agency single audit
coordinator. Auditors may also find up-to-date contact information
for each federal agency single audit coordinator on the Federal Audit Clearinghouse (FAC) website at https://harvester.census.gov/
fac/imagemgmt/NSACContactList.pdf.
A new section was added to Appendix 7 Section I, "American Recovery and Reinvestment Act," to identify programs funded by the
Recovery Act that are not covered by single audit requirements
(that is, not required to be included in the Schedule of Expenditures of Federal Awards [SEFA] or in the determination of major
programs).
Appendix 7 has also been revised to include a table of federal programs by agency that includes the CFDA number for, and names
of, programs not included in the supplement that are funded by
the Recovery Act and that could be subject to single audit requirements.
Another new section was added to Appendix 7 regarding the appropriate audit finding detail to be provided relating to Recovery
Act programs. It states that in addition to the required finding
detail described in Section .510(b)(1), the finding detail should include explicit identification of applicable Recovery Act programs.

.27 Appendix 5, "List of Changes for the 2011 Compliance Supplement,"
of the compliance supplement is a key piece of information to help the auditor
identify all the changes the OMB has made to the supplement. Because there
may be changes to a number of programs listed, including those receiving
Recovery Act funding, it is important for auditors to review the most current
compliance supplement as part of audit planning.

Reminders Regarding Other Key Compliance Supplement Guidance
.28 Clarification of low risk auditee criteria. Appendix 7, "Other OMB Circular A-133 Advisories," of the compliance supplement continues the guidance
applicable to all auditees from the prior year regarding low-risk auditee status.
The appendix states that in order to meet the low-risk auditee criteria in Section 530 of Circular A-133 in the current year, the prior two years' audits must
have met the requirements of OMB Circular A-133, including report submission to the FAC by the due date (based on the nine-month due date criteria or
other revised due date if a properly approved extension was received from the
cognizant or oversight agency). The compliance supplement also contains suggested procedures that the auditor performs to assist in determining whether
the auditee met the FAC submission due date. This issue is a key consideration
when planning an audit performed under Circular A-133 because it will affect
the scope of the audit.
.29 Elimination of granting extensions. Appendix 7 of the compliance supplement also continues to state that the OMB has advised federal agencies that
they should not grant any single audit extension requests to grantees for fiscal
years 2009–2011.
.30 Safe harbor for treatment of a large loan and loan guarantee program
in type A program determination. Appendix 7 of the compliance supplement
continues the guidance on the consideration of loans and loan guarantees in
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the type A program determination process. This guidance affects the following
provision from Circular A-133:
The inclusion of large loan and loan guarantees (loans) should not
result in the exclusion of other programs as Type A programs. When
a federal program providing loans significantly affects the number
or size of Type A programs, the auditor shall consider this Federal
program as a Type A program and exclude its values in determining
other Type A programs.
.31 This updated guidance, as found in Section IV, "Safe Harbor for Treatment of a Large Loan and Loan Guarantee Programs in Type A Program Determination," of Appendix 7, states that in order to promote consistency of
practice, auditors may consider the following as a safe harbor for treatment
of large loans and loan guarantee programs in determining type A programs
when planning audits:

r

r
r

Each individual program that includes loans or loan guarantees
(as described in Section .205(b) of Circular A-133) that does not
exceed four times the largest nonloan program (a cluster of programs is treated as one program) is not considered to be large.
The presumption is that only changes in the number or size of
type A programs that result from the exclusion of individual loan
and loan guarantee programs that are in excess of four times that
of the largest nonloan program are significant.
Auditors are only required to perform the recalculation of the type
A threshold described in Section .520(b)(3) of Circular A-133 when
the expenditures for a loan or loan guarantee program are more
than four times that of the largest nonloan program (a cluster of
programs is treated as one program).
The recalculation is performed after removing the total of all large
loan and loan guarantee programs.

.32 In addition, this section of Appendix 7 includes a number of detailed examples to illustrate how it would be operationalized in various circumstances.
These illustrations are useful to assist in understanding how to address loan
and loan guarantee programs in the type A program determination process, especially when loan or loan guarantee programs are part of a cluster. Further,
auditors with auditees that participate in the U.S. Department of Education
Student Financial Assistance (SFA) program may find the illustrations particularly helpful in understanding the complexities of how this safe harbor is
applied when the SFA cluster is involved.

New Requirements for the Federal Funding Accountability
and Transparency Act
.33 One of the biggest changes in the compliance supplement is in Part 3,
"Compliance Requirements," under the "Reporting" type of compliance requirement. This section has been modified to incorporate new compliance requirements and suggested auditor procedures relating to FFATA and subsequent
2008 amendments. FFATA put into place a new federal reporting system for
direct recipients of non-Recovery Act federal awards to report certain subawards. (Note that awards made under the Recovery Act continue to be subject
to separate reporting requirements as described further in Part 3.) For this
purpose, a subaward is defined as a legal instrument to provide support for the
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performance of any portion of the substantive project or program for which a
recipient received a grant or cooperative agreement award and that is awarded
to an eligible subrecipient. A subaward may also be provided through any legal
agreement, including an agreement that the recipient considers a contract.
.34 For grants and cooperative agreements, the effective date was October 1, 2010, for all discretionary and mandatory awards equal to or exceeding
$25,000 made with a new Federal Assistance Identification Number on or after
that date. Once the requirement applies, the recipient must report, for any
subaward under that award with a value of $25,000 or more, each obligating
action of $25,000 or more in federal funds. For contracts, implementation was
phased in based on their total dollar value. Grant and cooperative agreement
recipients and contractors must report information related to a subaward by
the end of the month following the month in which the subaward or obligation of $25,000 or greater was made and, for contracts, the month in which a
modification was issued that changed previously reported information.
.35 The FFATA Subaward Reporting System (FSRS) collects the required
subaward data. Information required to be reported in the FSRS includes the
date of the subaward, the subaward amount, the subaward number, and more.
Suggested audit procedures have been added that would have the auditor,
among other things, select a sample of recipient payments for first-tier subawards to determine whether certain key data elements were accurately reported and are supported by the source documentation, and that the action
was reported in the FSRS no later than the last day of the month following the
month in which the award or modification was signed.

Comparison of Recovery Act and FFATA Requirements
.36 Section L, "Reporting," in Part 3 of the compliance supplement includes a new table that is intended to assist auditors in distinguishing, for
purposes of the Circular A-133 compliance audit, the requirements that apply
to reporting by recipients under the Recovery Act and those that apply to reporting under FFATA. In addition to helping the auditor identify the applicable
reporting requirements under both the Recovery Act and FFATA, because some
of the requirements related to this reporting apply directly to subrecipients,
the table may also be used for purposes of determining applicable requirements
under Section M, "Subrecipient Monitoring."

Help Desk—A series of on-demand courses titled, "Insight: Single
Audit Fundamentals On-Demand Series," is available that provides
background and information on audits performed under OMB Circular A-133. The training is designed as an introduction to certain single audit topics, including the basics of the compliance supplement,
and highlights important information an auditor will need to have
to function as a staff member on a single audit engagement. This
is available on CPA2Biz at www.cpa2biz.com/AST/Main/CPA2BIZ
Primary/AuditAttest/PRDOVR˜PC-154260/PC-154260.jsp.
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Help Desk—The GAQC has issued a practice aid that provides the
tools to assist auditors in documenting internal control over compliance in a single audit. The practice aid, "Documenting and Testing
Compliance and Internal Control Over Compliance in a Single Audit"
(product no. 006662PDF) is available to both members and nonmembers of the GAQC for a nominal fee in a PDF format that allows
the electronic input of documentation. The practice aid is also available at no charge to members of the GAQC on the GAQC website at
www.aicpa.org/GAQC in a Microsoft Excel or Word format. (For information on the GAQC and membership in the GAQC, see the "AICPA
GAQC" section of this alert.)

Audit Considerations of the Recovery Act
.37 One challenge for auditors performing single audits of entities with
Recovery Act funds continues to be keeping up with, and understanding, the
various sources of requirements and guidance that are being issued on an
ongoing basis. The guidance issued is targeted at various stakeholders (for
example, federal awarding agencies, award recipients, and auditors), and in
many cases, one piece of issued guidance will affect more than one of these
stakeholder groups. Since March 2010, the following memorandums have been
issued by the OMB:

r
r
r

M-10-34, Updated Guidance on the American Recovery and Reinvestment Act (September 24, 2010)
M-10-17, Holding Recipients Accountable for Reporting Compliance under the American Recovery and Reinvestment Act (May 4,
2010)
M-10-14, Updated Guidance on the American Recovery and Reinvestment Act (March 22, 2010)

.38 These, along with previously issued memorandums, are available on
the OMB website at www.whitehouse.gov/omb/recovery˙default. In addition,
the current year compliance supplement is an important source of updated
Recovery Act information. See the preceding section, "Changes in the 2011
Compliance Supplement," for information on some of the Recovery Act-related
revisions to the 2011 compliance supplement. Topics that continue to be important to consider in an audit of entities with Recovery Act funds can be found in
the following paragraphs.

Audit Risk Considerations Related to Recovery Act Awards
.39 One issue that may need to be considered in the assessment of audit
risk involves entities that have fully expended, or are close to fully expending,
Recovery Act awards. Upon the initial receipt of Recovery Act awards, some
entities increased program resources, including hiring more staff, to carry out
the additional program responsibilities. But now some entities have to cut
staff positions because Recovery Act funding has either greatly decreased or is
fully expended. In this situation, audit risk may increase due to the possibility
that some program or organizational responsibilities are not being completed.
This may be the case either because of understaffing or because the work has
not been fully redistributed to remaining staff. See the previous section, "The
Current Economy," for a related discussion.
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Effect of Recovery Act Expenditures on Major Program Determination
.40 If your auditee has expended Recovery Act funds, there are significant
implications on the major program determination process for your single audit.
Appendix 7 of the 2011 compliance supplement continues the guidance from
the previous year on the effect of Recovery Act expenditures on the major program determination process. That guidance states that due to the inherent risk
associated with the transparency and accountability requirements governing
expenditures of Recovery Act awards, any program or cluster with expenditures
of Recovery Act awards would not qualify as a low risk type A program. Even
a de minimus amount of Recovery Act expenditures would not support identifying the program as low risk. The following summarizes additional guidance
related to major program determination involving programs with Recovery Act
expenditures.
.41 Type A programs with Recovery Act expenditures (excluding student
financial assistance). Appendix 7 of the compliance supplement states that any
program or cluster with expenditures of Recovery Act awards would not qualify
as a low risk type A program unless all of the following conditions are met:

r
r
r
r

The program or cluster had Recovery Act expenditures in the prior
audit period.
The program or cluster was audited as a major program in the
prior audit period.
The Recovery Act expenditures in the current audit period are
less than 20 percent of the total program or cluster expenditures.
The auditor has followed Sections .520(c) and .525 of Circular A133 and determined that the program or cluster is otherwise low
risk.

.42 Type B programs with Recovery Act expenditures. Appendix 7 of the
compliance supplement states that the auditor should consider all type B programs and clusters with Recovery Act expenditures to be programs of higher
risk. The presumption is that type B programs or clusters with Recovery Act expenditures would be audited as a major program when applying the provisions
of Section .520(e)(2) of Circular A-133. However, the compliance supplement
does note that the auditor is not precluded from auditing as a major program
an especially risky type B program or cluster that does not contain Recovery
Act expenditures, in lieu of a type B program with Recovery Act expenditures.

Help Desk—The AICPA GAQC has established the GAQC Recovery
Act Resource Center to provide members with a one-stop repository
location with information related to the Recovery Act that may be
of interest to auditors. For more information, go to the following
section of the GAQC website at www.aicpa.org/INTERESTAREAS/
GOVERNMENTALAUDITQUALITY/RESOURCES/RECOVERYACT
RESOURCECENTER/Pages/default.aspx.

Identification of Recovery Act Awards on the Data Collection Form
.43 Guidance issued by the OMB related to the Recovery Act, including
the compliance supplement, has made it clear that Recovery Act funds should
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be listed separately from other types of funds in the SEFA. That is, it states
that the SEFA should include a separate line on the schedule for Recovery Act
program expenditures and include the prefix "ARRA" in the title of the federal
program.
.44 However, there has been some confusion regarding how Recovery
Act awards are to be presented in the Data Collection Form (form SF-SAC).
Appendix 7 of the compliance supplement states that Recovery Act funds should
be listed on a separate row under Item 9 on page 3 of the Form SF-SAC and
include the prefix "ARRA" as the first characters in Item 9 of Part III.
.45 The SF-SAC form issued for audit years 2010–2012 (2010–2012 SFSAC form) has created some confusion about this requirement. On the 2010–
2012 SF-SAC form, there continues to be a column that asks if each program
is funded by the Recovery Act. Unlike the previous form, which automatically
added the "ARRA" prefix to the federal program name when that box was
checked "yes," the 2010–2012 SF-SAC form does not add the ARRA prefix. This
is because the purpose of the ARRA column on the 2010–2012 SF-FAC form is
to create an electronic data element so that the FAC can track Recovery Act
program expenditures and other related information (the previous version of
the form's ARRA column did not provide for this kind of tracking).
.46 The question that has arisen is whether the ARRA prefix should be
inserted before the program name in column (e) of the 2010-2012 SF-SAC form.
This, ultimately, is a firm policy decision. However, many firms have decided,
based on the technical requirements in the compliance supplement described
previously, to require their staff to insert the ARRA prefix before the federal
program name on the 2010-2012 SF-SAC form, even though the form has the
separate ARRA column, which now allows the FAC to track the funds. This
is the most conservative approach and would preclude a federal agency from
questioning whether the requirement in the compliance supplement was met.

Effect on SEFA Presentation When CFDA Number Is Not Available
.47 In some instances, grant recipients may be unable to obtain the CFDA
number for each of its grants. This is sometimes the case for new federal programs and research and development programs. In addition, cost-type contracts normally will not have a CFDA number. When the CFDA number is not
available, the auditee has alternatives for presenting the information in the
SEFA. The auditee could indicate that the CFDA number is not available and
include, if available, another identifying number, such as a contract or grant
number. The auditee also could apply the guidance presented in the FAC's
data collection form instructions for when a federal program does not have a
CFDA number. Specifically, if the program has a contract or grant number, the
number shown as the CFDA number could be the awarding agency's 2-digit
prefix listed for the agency in an appendix to the form's instructions (or 99,
if the agency is not listed) followed by the contract or grant number. If the
program does not have a contract or grant number, the number shown as the
CFDA number could be the awarding agency's 2-digit prefix (or 99) followed
by "UNKNOWN." As a best practice, before utilizing the UNKNOWN option,
practitioners might first check the various sources that may provide the correct
CFDA number. Those sources may include the compliance supplement; CFDA
website (www.cfda.gov), including the Historical Index of Programs; and the
underlying grant records.
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Department of Housing and Urban Development Update
HUD Reports Updated for SAS No. 117
.48 In a transmittal dated March 2, 2011, the Department of Housing
and Urban Development (HUD) announced that certain of the example reports
found in chapter 2 of the Consolidated Audit Guide for Audits of HUD Programs (HUD Audit Guide) have been updated, as appropriate, to satisfy the
reporting requirements of Statement on Auditing Standards (SAS) No. 117,
Compliance Audits (AICPA, Professional Standards, AU sec. 801). Examples
B-D of the HUD Audit Guide are the examples affected. The reports serve as
a reference and provide suggested wording for auditors who perform audits of
HUD programs using the HUD Audit Guide. The revised example reports are
available on the HUD website at www.hudoig.gov/reports/consolidated.php.
.49 HUD continues its project to update the HUD Audit Guide on a
chapter-by-chapter basis. Revised chapter 1, General Audit Guidance, was issued in April 2011. The requirements in chapter 1 should be applied to audits
of entities with fiscal years ending on or after September 30, 2011. Chapter 2,
Reporting Requirement and Sample Reports, is expected to be issued by HUD
in the upcoming year. Once all chapters have been revised, HUD will release a
new, revised HUD Audit Guide.

Help Desk—Auditors can refer to the GAQC HUD information
page for the latest news and information regarding the HUD Audit
Guide, including the status of chapter revisions, at www.aicpa.org/
INTERESTAREAS/GOVERNMENTALAUDITQUALITY/
RESOURCES/HUDINFORMATION/Pages/default.aspx.

HUD Requirements For Supervised Mortgagees
.50 Mortgagee Letter 2009-31 (ML 2009-31), issued by HUD in late 2009,
resulted in revisions to audit requirements for supervised mortgagees (for example, depository institutions) that participate in the Federal Housing Administration insured loan program effective for fiscal years ending on or after
January 2, 2010. The new rules require a financial statement audit performed
under Government Auditing Standards and a compliance audit under the HUD
Audit Guide. Although audits of nonsupervised mortgagees have been subject
to these requirements for a number of years, this is a significant change for
supervised mortgagees. GAQC Alert No. 159, which has been left open to the
public, can be accessed for more information.

Updated Federal Quality Control Review and Desk
Review Checklists
.51 The Council of the Inspectors General on Integrity and Efficiency has
recently published two guides relating to federal reviews of Circular A-133
audit quality:

r

Guide for Quality Control Reviews of OMB Circular A-133 Audits (2010 Edition). This guide is used by federal agencies when
reviewing Circular A-133 audits for the purpose of determining
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r

if such audits have been conducted in accordance with Circular A-133 and to assist in determining if any follow-up work is
needed by the auditor to support the auditor's opinion (available
at www.ignet.gov/pande/audit/qcrreview2010.pdf).
Guide for Desk Reviews of OMB Circular A-133 Audit Reports
(2010 Edition). This guide is used by federal agencies when they
review audit reports of audits performed under Circular A-133 to
determine if they are acceptable under the Circular's reporting
requirements and whether any quality issues exist that warrant
follow-up audit work or revisions, or both, to the audit report. In
addition, the guide is used to identify audits for potential quality control reviews and to identify issues that federal management needs to be aware of (available at www.ignet.gov/pande/
audit/singleauditrevguide2010.pdf).

These guides provide auditors with an understanding of the federal expectations for the performance of Circular A-133 audits. Auditors may want to
consider using these checklists as part of an inspection and quality control
program.

Help Desk—Additionally, auditors may want to consider using
AICPA peer review checklists for a similar purpose. These checklists
are available on aicpa.org, and the checklists related to single audits
also can be accessed via the GAQC website. For access to the checklists, go to www.aicpa.org/InterestAreas/GovernmentalAuditQuality/
Resources/AuditPracticeToolsAids/Pages/Peer%20Review%20Check
lists.aspx.

Compliance Auditing and Attestation
Engagements—For-Profit Entities
.52 For various reasons, including the issuance of the Recovery Act, there
has been significant activity by federal agencies in establishing or updating
compliance audit or attestation requirements relating to for-profit entities participating in federal programs. Although for-profit entities are not subject to
Circular A-133, federal funding agencies sometimes enact their own audit requirements that may require an audit under Circular A-133 (that is, either
a single or program-specific audit), or an audit that replicates some of the
requirements of Circular A-133. These requirements may include a financial
statement audit performed in accordance with Government Auditing Standards, in addition to a compliance audit or attestation engagement. Often, the
compliance audit or attestation engagement requirements are provided in the
form of a federal guide. When auditors have questions relating to such an engagement, the auditor may consider contacting the federal agency that issued
the audit requirement. If a contact is not clearly provided, the federal agency's
single audit coordinator is a possible contact person to determine the appropriate individual within the agency for the for-profit guidance. Appendix 3 of
the compliance supplement contains contact information for the single audit
coordinators of various federal agencies.
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.53 Auditors performing these audits may or may not regularly perform
governmental or compliance audits. It is important to note that when the audit
is subject to Government Auditing Standards, the auditors will be subject to all
of the additional requirements in Government Auditing Standards, including
those related to independence and continuing professional education.

Federal Agency Guidance for For-Profit Entities
.54 Several agencies are in the process of establishing or revising audit
requirements directed to for-profit entities receiving federal funds. The Department of Commerce issued new audit requirements for for-profit recipients
and subrecipients, such as telecommunication companies. In addition, the Department of Agriculture Rural Utilities Service is considering revisions to its
existing audit guidance that would extend audit requirements to for-profit recipients of grants. For information on other agency activity in this area, see the
following sections.

Department of Education—Updated Audit and Attestation
Guides Issued
.55 Two updated Department of Education (ED) compliance attestation
guides for lenders holding Federal Family Education Loan Program (FFEL)
loans and lender servicers that service such loans were issued in January
2011:

r
r

Lender Compliance Attestation Engagement Guide for Lenders
Holding Federal Family Education Loan Program Loans (Lender
Guide)
Lender Servicer Financial Statement Audit and Compliance Attestation Guide for Lender Servicers that Service Federal Family
Education Loan Program Loans (Lender Servicer Guide)

.56 These guides supersede the December 1996 guide, Compliance Audits
(Attestation Engagements) for Lenders and Lender Servicers Participating
in the Federal Family Education Loan Program, which covered both lenders
and lender servicers. The updated guides are effective for fiscal years ending on or after June 30, 2011, with earlier application recommended but
not required. GAQC Alert No. 164, which has been left open to the public,
provides more information about the specific requirements in these guides.
For a copy of the guide(s), visit the Department of Education website at
www2.ed.gov/about/offices/list/oig/nonfed/sfa.html and select items C.1 and
C.2.
.57 Practitioners should be aware of a reporting requirement related to
fraud, abuse, and illegal acts in Section 2.10 of the Lender Guide and Section
2.12 of the Lender Servicer Guide. These sections require that if any fraud,
illegal act, or abuse related to the FFEL Program is detected, regardless of
dollar value, the auditor must report this immediately to the ED Assistant
Inspector General for Investigations. This requirement differs from the direct
reporting requirements in Government Auditing Standards, which only require
the auditor to direct report fraud, illegal acts, or abuse after management and
those charged with governance fail their own obligation to report it to external
parties as soon as is practicable. This difference is notable because some state
confidentiality laws could preclude an auditor from reporting such information
directly to the ED without an expressed consent from the auditee. Therefore,
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practitioners are advised to consider adding language to their engagement
letters to address this ED reporting requirement, stating that acceptance of
the engagement letter by the auditee grants the auditor permission to directly
notify the appropriate ED personnel if the auditor becomes aware of illegal
acts, fraud, or abuse that has occurred or is likely to have occurred.
.58 The ED is also working on an update to the guide Audits of Federal
Student Financial Assistance Programs at Participating Institutions and Institution Servicers. Auditors performing audits of institutions subject to this
guide should be alert to the issuance of a revised guide, which will be posted to
the ED website at www2.ed.gov/about/offices/list/oig/nonfed/index.html.

Department of Energy—Updated Audit Guide Issued
.59 In early 2011, the Department of Energy (Energy) released a new
federal audit guide for conducting program compliance audits for for-profit recipients and subrecipients of federal financial assistance from Energy, such
as electric utilities, automotive, and manufacturing companies. The guide covers the audits of a number of new Energy programs that were established
under the Recovery Act. This guide is effective for all for-profit recipients
and subrecipients of financial assistance awards from Energy beginning with
fiscal years ending in 2010 (that is, retroactively). For access to the guide
and information on the related requirements, visit the Energy website at
http://management.energy.gov/policy guidance/policy flashes.htm. The guide,
and related information, is available by accessing Energy Policy Flash 20117 (including attachment) and 2011-46 (including attachments). Policy Flash
2011-7 includes the audit requirements for for-profit recipients and a related
document containing frequently asked questions. Policy Flash 2011-46 includes
an audit program, information on compliance requirements, and related checklists.

Audit and Attestation Issues and Developments—General
Supplementary and Other Information Related
to Financial Statements
.60 In February 2010, the AICPA Auditing Standards Board (ASB) issued a trio of auditing standards related to the auditor's responsibility for
other information, supplementary information, and required supplementary
information. These three standards supersede AU section 550A, Other Information in Documents Containing Audited Financial Statements; AU section
551A, Reporting on Information Accompanying the Basic Financial Statements
in Auditor-Submitted Documents; and AU section 558A, Required Supplementary Information (AICPA, Professional Standards). All three standards are
effective for audits of financial statements for periods beginning on or after
December 15, 2010. Early application is permitted.

Other Information in Documents Containing Audited
Financial Statements
.61 SAS No. 118, Other Information in Documents Containing Audited Financial Statements (AICPA, Professional Standards, AU sec. 550), addresses
the auditor's responsibility with respect to other information in documents
containing audited financial statements and the auditor's report thereon. In
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this SAS, other information is defined as financial and nonfinancial information (other than the financial statements and the auditor's report thereon) that
is included in a document containing audited financial statements and the
auditor's report thereon, excluding required supplementary information. Documents containing audited financial statements refers to annual reports (or
similar documents) that are issued to owners (or similar stakeholders) and annual reports of governments and organizations for charitable or philanthropic
purposes that are available to the public that contain audited financial statements and the auditor's report thereon. This SAS establishes the requirement
for the auditor to read the other information of which the auditor is aware because the credibility of the audited financial statements may be undermined by
material inconsistencies between the audited financial statements and other
information. This SAS also may be applied, adapted as necessary in the circumstances, to other documents to which the auditor, at management's request,
devotes attention.

Supplementary Information in Relation to the Financial Statements
as a Whole
.62 SAS No. 119, Supplementary Information in Relation to the Financial
Statements as a Whole (AICPA, Professional Standards, AU sec. 551), addresses
the auditor's responsibility when engaged to report on whether supplementary
information is fairly stated, in all material respects, in relation to the financial
statements as a whole. For purposes of GAAS, supplementary information is
defined as information presented outside the basic financial statements, excluding required supplementary information, that is not considered necessary
for the financial statements to be fairly presented in accordance with the applicable financial reporting framework. Such information may be presented
in a document containing the audited financial statements or separate from
the financial statements. An example of this type of information in an audit
performed in accordance with Circular A-133 is the SEFA and the related reporting on the schedule. See the section, "Issuing an 'In Relation To' Opinion
on the SEFA Under SAS No. 119" for more information on the impact of this
standard on the reporting on the SEFA.

Required Supplementary Information
.63 SAS No. 120, Required Supplementary Information (AICPA, Professional Standards, AU sec. 558), addresses the auditor's responsibility with
respect to required supplementary information. The SAS defines required supplementary information as information that a designated accounting standard
setter requires to accompany an entity's basic financial statements. Required
supplementary information is not part of the basic financial statements; however, a designated accounting standard setter considers the information to be
an essential part of financial reporting for placing the basic financial statements in an appropriate operational, economic, or historical context, and authoritative guidelines for the methods of measurement and presentation of the
information have been established by the standard setter. In the absence of
any separate requirement in the particular circumstances of the engagement,
the auditor's opinion on the basic financial statements does not cover required
supplementary information. SAS No. 120 explains that when a designated accounting standard setter requires information to accompany an entity's basic
financial statements, the objectives of the auditor are to perform specified procedures in order to
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describe in the auditor's report whether required supplementary
information is presented, and
communicate therein when some or all of the required supplementary information has not been presented in accordance with
guidelines established by a designated accounting standard setter or when the auditor has identified material modifications that
should be made to the required supplementary information for it
to be in accordance with guidelines established by the designated
accounting standard setter.

.64 One area that sometimes causes confusion relates to information required by a regulator (for example, a SEFA in a Circular A-133 audit or a
schedule of net worth in an audit performed under the HUD Audit Guide).
Although this information is required by the regulator, it is not considered
required supplementary information for SAS No. 120 purposes because only
a designated accounting standard setter can determine what required supplementary information is. Therefore, it would not be appropriate for an auditor
to use the provisions of SAS No. 120 for supplementary information required
by a regulator. Instead, the auditor would use the provisions of SAS Nos. 118
or 119, as appropriate.

Service Organizations
.65 Since 1992, SAS No. 70, Service Organizations (AICPA, Professional
Standards, AU sec. 324), has been the authoritative standard on requirements
and guidance for reporting on controls at service organizations and auditing
the financial statements of entities that use service organizations to accomplish
tasks that may affect their financial statements. This guidance has now been
split into an attestation standard and an auditing standard to better reflect the
nature of the work being performed. Statement on Standards for Attestation
Engagements (SSAE) No. 16, Reporting on Controls at a Service Organization
(AICPA, Professional Standards, AT sec. 801), contains the requirements for
performance of the examination and reporting on controls at service organizations that are relevant to user entities' internal control over financial reporting.
SSAE No. 16 is effective for service auditor's reports for periods ending on or
after June 15, 2011, with earlier implementation permitted. Once effective,
auditors that are engaged to report on a service organization's controls will no
longer follow the guidance in AU section 324 but instead will follow the attestation standards when performing these engagements (hereinafter, referred to
as SSAE No. 16 reports).
.66 A finalized clarified SAS on service organizations, Audit Considerations Relating to an Entity Using a Service Organization, will supersede SAS
No. 70 and addresses the user auditor's responsibility for obtaining sufficient
appropriate audit evidence in an audit of the financial statements of a user
entity that uses one or more service organizations. This SAS will be effective
for audits of financial statements for periods ending on or after December 15,
2012. To make practitioners aware of the various professional standards available to them for examining and reporting on controls at a service organization,
and to help practitioners select the appropriate standard and related report for
a particular engagement, the AICPA has introduced a series of three different
service organization control (SOC) reports (SOC 1, SOC 2, and SOC 3). This
series encompasses new SSAE No. 16, which retains the original purpose of
SAS No. 70, and adds two new reporting options.
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.67 The following are highlights of the three reporting options:

r

r

r

SOC 1 report. An engagement performed under SSAE No. 16 in
which a service auditor reports on controls at a service organization that may be relevant to user entities' internal control over
financial reporting. A type 2 report contains a detailed description
of the service auditor's tests of controls and results thereof. Use
of the report is restricted to specified parties. It is primarily used
by user auditors.
SOC 2 report. An engagement performed under AT section 101,
Attest Engagements (AICPA, Professional Standards), in which a
service auditor reports on controls at a service organization other
than those relevant to user entities' internal control over financial
reporting (specifically, controls at a service organization relevant
to security, availability, processing integrity, confidentiality, or
privacy). A type 2 report contains a detailed description of the
service auditor's tests of controls and results thereof. The criteria
for these engagements are contained in TSP section 100, Trust
Services Principles Criteria and Illustrations (AICPA, Technical
Practice Aids). The AICPA Guide Reporting on Controls at a Service Organization Relevant to Security, Availability, Processing
Integrity, Confidentiality, or Privacy (SOC 2) contains guidance
to assist service auditors in performing and reporting on these
engagements.
SOC 3 report. An engagement performed under AT section 101 in
which a service auditor reports on whether an entity maintained
effective controls over its system as it relates to the principle being
reported on, such as security, availability, processing integrity,
confidentiality, or privacy. It does not contain a description of
the service auditor's tests and results. The criteria and additional
guidance for these engagements are contained in TSP section 100.
These are general-use reports.

.68 To help practitioners make the transition from SAS No. 70 to SSAE
No. 16, the AICPA has developed the new alert Service Organizations: New
Reporting Options, which provides practitioners with an overview of the
changes to SAS No. 70 and alerts them to reporting options when examining
controls at a service organization other than those relevant to financial
reporting by user entities. It is intended to help practitioners understand
the requirements of SSAE No. 16 and provide professional guidelines that
will enhance both consistency and quality in the performance of attest
services. This new alert can be purchased by visiting www.cpa2biz.com/AST/
Main/CPA2BIZ˙Primary/AuditAttest/IndustryspecificGuidance/PRDOVR˜PC0224811/PC-0224811.jsp.
.69 In addition, an ASB task force has revised the existing Audit Guide
Service Organizations: Applying SAS No. 70, as Amended (the SAS No. 70
guide) to reflect the requirements and guidance in SSAE No. 16 by discontinuing the original guide and issuing the new Guide Service Organizations—
Applying Statement on Standards for Attestation Engagements No. 16, Reporting on Controls at a Service Organization (SOC 1). Also, the Guide Reporting
on Controls at a Service Provider Relevant to Security, Availability, Processing Integrity, Confidentiality, or Privacy (SOC 2) will address reporting on a
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service provider's controls over subject matter other than financial reporting.
Both guides are available for purchase at www.cpa2biz.com.

Audit and Attestation Issues and Developments—Audits
in Accordance With Circular A-133
Issuing an “In Relation To” Opinion on the SEFA Under
SAS No. 119
.70 OMB Circular A-133 states that the auditor should determine and
provide an opinion on whether the SEFA is presented fairly, in all material respects, in relation to the auditee's financial statements as a whole. SAS No. 119,
Supplementary Information in Relation to the Financial Statements as a Whole
(AICPA, Professional Standards, AU sec. 551), which is effective for audits of
financial statements for periods beginning on or after December 15, 2010, is the
standard auditors will use to meet this Circular A-133 reporting requirement.
In issuing an "in relation to" opinion on the SEFA to meet the requirements
of SAS No. 119, the auditor need not apply procedures as extensive as would
be necessary to express an opinion on the schedule itself. Auditors performing
Circular A-133 compliance audits should keep in mind that, because the SEFA
serves as the primary basis for the auditor's major program determination,
there are additional auditor requirements beyond those outlined in SAS No.
119 that need to be considered for the purpose of meeting the compliance audit
objectives. Those additional requirements are outlined in appendix C, "Reporting on the Schedule of Expenditures of Federal Awards Under SAS No. 119,"
of chapter 7, "Schedule of Expenditures of Federal Awards," of the Audit Guide
Government Auditing Standards and Circular A-133 Audits.

Issuing an “In Relation To” Opinion
.71 In order to opine on whether the SEFA is fairly stated, in all material
respects, in relation to the financial statements as a whole, the auditor should
determine that all of the following conditions are met:

r
r
r
r
r
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The information contained in the SEFA was derived from, and
relates directly to, the underlying accounting and other records
used to prepare the financial statements.
The information contained in the SEFA relates to the same period
as the financial statements.
The financial statements were audited, and the auditor served as
the principal auditor in that engagement.
Neither an adverse opinion nor disclaimer of opinion was issued
on the financial statements.
The SEFA will accompany the entity's audited financial statements, or the financial statements will be made readily available.
Paragraph A9 of SAS No. 119 notes that audited financial statements are deemed to be readily available if a third party user can
obtain the financial statements without any further action by the
audited entity. Financial statements posted on an entity's website are considered readily available. However, being available by
request does not fit the meaning of readily available.
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.72 SAS No. 119 also requires the auditor to

r
r
r

r

perform certain procedures that are in addition to the procedures
performed during the audit of the financial statements.
obtain additional representations from the audited entity related
to the "in relation to" opinion.
report on the SEFA in either (a) an explanatory paragraph following the opinion paragraph in the auditor's report on the financial
statements, or (b) in a separate report on the SEFA. (An example of separate reporting is when the SEFA is reported on in the
Circular A-133 report, Report on Compliance With Requirements
That Could Have a Direct and Material Effect on Each Major
Program and on Internal Control Over Compliance With OMB
Circular A-133.)
date the auditor's report on supplementary information no earlier than the date on which the auditor completes the procedures
required in order to opine on the information.

.73 See SAS No. 119 for more information on the items discussed in this
section and for information on what should be included in the report on the
supplementary information. SAS No. 119 also provides guidance on what the
auditor should do in the event the auditor concludes that the SEFA is materially
misstated in relation to the financial statements as a whole.
.74 Prior to SAS No. 119, the report on the SEFA was required to carry
the same date as the report on the financial statements. Under SAS No. 119,
the report on the schedule may be required to be dated later than the report
on the financial statements. This significant change is a result of the provision
in SAS No. 119, which states that the report on the SEFA should not be dated
earlier than the date on which the auditor completes the required procedures
performed in order to opine on the information. Therefore, if the procedures
related to the SEFA are completed after the audit work related to the financial
statements (for example, in conjunction with other Circular A-133 audit procedures performed at a later date), then the date of the report on the schedule
will be after the date of the financial statement report. That is, it will carry the
date on which the auditor completed the required SAS No. 119 procedures.
.75 Although not always possible, auditors should note that it is a best
practice to perform the Circular A-133 audit at the same time as the financial
statement audit. When the auditor performs the Circular A-133 audit later
than the financial statement audit, a risk exists that the auditor will become
aware of misstatements, instances of noncompliance, or abuse that have a direct and material effect on financial statement amounts or other financial data
significant to the audit objectives. AU section 561, Subsequent Discovery of
Facts Existing at the Date of the Auditor's Report (AICPA, Professional Standards), provides requirements and guidance in situations where, after the date
of the reports on the financial statements and on internal control over financial
reporting and on compliance and other matters, the auditor becomes aware of
such matters.

SEFA Related Resources
.76 Chapter 7 of the 2011 Audit Guide Government Auditing Standards
and Circular A-133 Audits was revised to include information on the requirements of SAS No. 119 and its effect when providing an "in relation to" opinion
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on the SEFA, including how the report wording would change. (See appendix
C of chapter 7 of the guide.) Additionally, two auditor tools are available in
chapter 7 appendix B, "Schedule of Expenditures of Federal Awards Illustrative Tools," to assist auditors in meeting their responsibilities for the SEFA.
They are as follows:

r
r

Audit Program Supplement for the Schedule of Expenditures of
Federal Awards in Accordance With OMB Circular A-133
Disclosure Checklist: Schedule of Expenditures of Federal Awards
in Accordance With OMB Circular A-133

.77 See the following section, "Resource Central," for information on obtaining this Audit Guide. Note that the preceding tools have not yet been
updated for the guidance in SAS No. 119, as applicable; this update is planned
for the near future and will be made available on the GAQC website in advance
of the 2012 edition of the Audit Guide Government Auditing Standards and
Circular A-133 Audits.
.78 Additionally, because the SEFA is an auditee responsibility and the
information it is such a significant factor in a single audit, it is important for
an auditee to understand its responsibilities for the SEFA. Two illustrative
tools for auditees were developed by the GAQC to assist auditees in gaining
this understanding. They are as follows:

r
r

Worksheet for Identifying Federal Program Information
Auditee Disclosure Checklist for the Schedule of Expenditures of
Federal Awards

Although these auditee tools are not available in the Government Auditing Standards and Circular A-133 Audits audit guide, they are available,
along with the previously described auditor tools, on the GAQC's website
at www.aicpa.org/InterestAreas/GovernmentalAuditQuality/Resources/Audit
PracticeToolsAids/Pages/Single%20Audit%20Practice%20Aids.aspx.

Help Desk—Auditors may want to inform clients of an archived
GAQC event, "Preparing for Your Single Audit: An Auditee
Perspective—Member Conference Call" that has been left open to the
public. This event covers a wide spectrum of topics that auditees undergoing single audits should be familiar with, including responsibilities for the SEFA. The archived event is available at www.aicpa.org/
InterestAreas/GovernmentalAuditQuality/Resources/Pages/Preparing
forYourSingleAuditConferenceCall.aspx.

Communicating Audit Requirements Not Included in the Terms
of the Engagement
.79 SAS No. 117 was effective for compliance audits for fiscal periods that
ended on or after June 15, 2010. It superseded the previous guidance relating
to compliance auditing as found in SAS No. 74, Compliance Auditing Considerations in Audits of Governmental Entities and Recipients of Governmental
Financial Assistance (AICPA, Professional Standards, AU sec. 801A). SAS No.
74 stated that "if during a GAAS audit of the financial statements the auditor becomes aware that the entity is subject to an audit requirement that
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may not be encompassed in the terms of the engagement, the auditor should
communicate to management and those charged with governance that an audit in accordance with GAAS may not satisfy the relevant legal, regulatory,
or contractual requirements." This wording was not retained in SAS No. 117
because the ASB believed that the guidance would be better located in the
SAS The Auditor's Communication With Those Charged With Governance (redrafted as part of the Clarity Project). Consequently, the ASB exposure draft
Omnibus Statement on Auditing Standards—2011 is proposing to add application material to the clarified SAS The Auditor's Communication With Those
Charged With Governance (Redrafted) that provides that other findings and
issues that should be communicated may include the auditor becoming aware
that an entity is subject to an audit requirement that is not encompassed in
the terms of the engagement (for example, an audit in accordance with Government Auditing Standards, the Single Audit Act, OMB Circular A-133, or other
compliance audit requirements, such as state or local laws or program-specific
audits under federal audit guides). Although this previous requirement does
not currently appear in a standard (due to the timing of the effective date of
the clarity standards), if an auditor becomes aware that a client is subject to
an audit requirement that is not encompassed in the terms of the engagement,
the auditor may still consider communicating this information to those charged
with governance.

Auditor Reporting When Engaged Only to Perform a Circular
A-133 Compliance Audit
.80 There may be instances in which an auditor needs to issue a standalone opinion on the SEFA instead of an opinion in relation to the financial
statements as a whole. This situation arises when an auditor is engaged to
perform the Circular A-133 audit but is not engaged to perform the audit of
the entity's financial statements (that is, another firm is engaged to perform
the financial statement audit). When this occurs, it is not appropriate for the
Circular A-133 auditor to issue an "in relation to" opinion on the SEFA because
such reporting can only be done when the auditor also served as the principal
auditor in the financial statement engagement. Instead, the Circular A-133 auditor would issue the compliance opinion and reporting on internal control over
compliance as required under Circular A-133 and then a stand-alone opinion on
the schedule. The stand-alone opinion would be dated the same as the Circular
A-133 report. If an auditor encounters this situation, example 14-1 in chapter
14, "Program Specific Audits," of the AICPA Audit Guide Government Auditing
Standards and Circular A-133 Audits may be useful. Although it is intended
to illustrate providing an opinion on the financial statement of one federal program for a program specific audit, auditors that need to provide a stand-alone
opinion on a SEFA could make a few small modifications to example 14-1 (for
example, to refer to the SEFA instead of a schedule for one federal program)
to develop the appropriate report wording. Additionally, the required reporting under Government Auditing Standards on internal control over financial
reporting and compliance and other matters would be issued by the financial statement auditor in a situation in which a single audit is required but a
separate auditor is engaged to perform the Circular A-133 compliance audit.

Federal Agency Requests for Auditor Certifications
.81 There has been a resurgence of requests by federal agencies to require
grantees to have their auditor sign a certification statement. Sometimes, the
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statements are associated with preaward activities, and the auditor is asked
to sign a statement saying that the entity has appropriate controls or financial
systems to administer federal programs. Others relate to existing grantees that
are asked to have their auditor sign similar statements. There have also been
requests made of auditors to provide feedback about the status of significant
deficiencies and material weaknesses noted in an audit. In most circumstances,
statements such as these are not appropriate for the auditor to sign unless the
auditor has been engaged to perform an engagement under professional standards. If you, as an auditor, are asked to sign such a statement or certification,
you should not do so unless you have performed an appropriate engagement. If
you are the ongoing auditor to a federal recipient and have not been engaged to
perform an engagement under professional standards, one option would be to
suggest that your client submit its financial statement and related audit report
and, if applicable, its SEFA and related Circular A-133 audit reports in lieu of
signing the statement or certification. Another option would be to reach out to
the federal agency single audit coordinator to make them aware of the problematic request. Finally, you might also make the AICPA GAQC know about the
request by sending an e-mail to gaqc@aicpa.org so that they can follow-up with
the federal agency, as well. The AICPA has issued guidance specifically applying to preaward survey requests in Interpretation No. 7, "Reporting on the
Design of Internal Control," of AT section 101 (AICPA, Professional Standards,
AT sec. 9101 par. .59–.69), which provides useful guidance for such situations.

Informal Interpretations From Federal Agencies
.82 Sometimes auditors contact federal agencies with questions about
a particular federal program or Circular A-133 audit requirement, and they
receive an informal response. Other times, federal agencies may issue informal guidance to grantees or auditors either from a field office or a federal
agency single audit coordinator. Recently, there have been several informal
interpretations made by federal agencies that conflict with Circular A-133 requirements. For example, one federal agency instructed grantees and auditors
that it wanted the SEFA to be prepared based on federal program receipts
instead of expenditures as is required by Circular A-133. Another example was
an agency that informed an entity and its auditor that a subrecipient did not
have to submit a reporting package to the FAC. In both cases, the guidance
provided was in direct conflict with Circular A-133. Auditors are cautioned
when receiving informal guidance from a federal agency that conflicts with
federal audit regulations, such as Circular A-133, that an informal interpretation cannot override the underlying audit requirement. In such cases, auditors
should try to obtain the federal agency interpretation in writing and consider
contacting OMB when conflicting guidance has been issued to determine the
appropriate course of action.

Federal Agency Follow Up on Findings
.83 There has been an increase in follow-up activities by federal agencies
with regard to audit findings related to internal control over financial reporting,
internal control over compliance, and compliance. In some cases, the findings
being followed up on relate solely to the financial statement audit and not the
single audit. Circular A-133 requires that all findings, whether financial statement related or grant related, be reported, and thus, it is within a funding
agency's purview to follow up on any findings they determine may be problematic. Clients may ask auditors about how to respond to federal agency follow up
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on such findings. Auditors might consider advising grantees that they should
fully understand the nature of the finding, develop an appropriate corrective
action plan, and work directly with the inquiring federal agency to resolve the
issue.

Summary of Frequent Violations Relating to Single
Audits—Ethics Division
.84 The AICPA Professional Ethics division investigates potential disciplinary matters involving members of the AICPA and state CPA societies
participating in the Joint Ethics Enforcement Program. The investigations of
audits of government and not-for-profit entities are typically initiated by referral from the offices of inspectors general. The Professional Ethics division has
compiled a summary of recent violations that were frequently found in investigations related to governments and not-for-profit entities. Frequent violations
relating specifically to single audits are discussed in the following paragraphs.
.85 The listing includes violations related to major program determination
and program testing, including violations in which the auditor

r
r
r
r

failed to accurately identify and test all major programs in accordance with Circular A-133.
did not accurately identify and test all major programs as they
relate to program clusters (programs were improperly clustered).
failed to audit enough programs to meet the percentage of coverage rule.
incorrectly computed the threshold for determining type A programs.

.86 A number of the frequent violations pertained to the SEFA and the
Schedule of Findings and Questioned Costs (SFQC). Some of these are violations in which

r
r
r
r
r

the SEFA did not clearly indicate the total federal expenditures
for each federal program.
the SEFA was not accompanied by notes to the schedule.
the SEFA did not contain the required information related to
the federal agency and pass-through entities, including CFDA
number or other identifying number.
the auditor did not properly report audit findings in the SFQC
(required elements were missing).
the auditor incorrectly identified in the SFQC the dollar threshold
used to distinguish between type A and type B programs.

Recent Pronouncements
.87 AICPA auditing and attestation standards are applicable only to audits and attestation engagements of nonissuers. The Public Company Accounting Oversight Board (PCAOB) establishes auditing and attestation standards
for audits of issuers. For information on pronouncements issued subsequent to
the writing of this alert, please refer to the AICPA website at www.aicpa.org
and the PCAOB website at www.pcaob.org. You also may look for announcements of newly issued accounting standards in the CPA Letter Daily and the
Journal of Accountancy.
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Recent Auditing and Attestation Pronouncements
and Related Guidance
.88 The following table presents a list of recently issued audit and attestation pronouncements and related guidance.
Recent Auditing and Attestation Pronouncements
and Related Guidance
Statement on Auditing
Standards (SAS) No. 121,
Revised Applicability of
Statement on Auditing
Standards No. 100, Interim
Financial Information (AICPA,
Professional Standards, AU sec.
722 par. .05)
Issue Date: February 2011
(Applicable to audits conducted
in accordance with generally
accepted auditing standards
[GAAS])
SAS No. 120, Required
Supplementary Information
(AICPA, Professional
Standards, AU sec. 558)
Issue Date: February 2010
(Applicable to audits conducted
in accordance with GAAS)

SAS No. 119, Supplementary
Information in Relation to the
Financial Statements as a
Whole (AICPA, Professional
Standards, AU sec. 551)
Issue Date: February 2010
(Applicable to audits conducted
in accordance with GAAS)

ARA-SGA .88

This standard further amends SAS No. 100
by amending paragraph .05 of AU section
722 such that AU section 722 would be
applicable when the accountant audited the
entity's latest annual financial statements
and the appointment of another accountant
to audit the current year financial
statements is not effective prior to the
beginning of the period covered by the
review. SAS No. 121 is effective for interim
reviews of interim financial information for
periods beginning after December 15, 2011.
Early application is permitted.
This standard addresses the auditor's
responsibility with respect to information
that a designated accounting standard
setter requires to accompany an entity's
basic financial statements. In the absence
of any separate requirement in the
particular circumstances of the
engagement, the auditor's opinion on the
basic financial statements does not cover
required supplementary information. The
standard supersedes AU section 558A,
Required Supplementary Information
(AICPA, Professional Standards). This SAS
is effective for periods beginning on or after
December 15, 2010. Early application is
permitted.
This SAS addresses the auditor's
responsibility when engaged to report on
whether supplementary information is
fairly stated, in all material respects, in
relation to the financial statements as a
whole. The information covered by this SAS
is presented outside the basic financial
statements and is not considered necessary
for the financial statements to be fairly
presented in accordance with the applicable
financial reporting framework. Along with
SAS No. 118, Other Information in
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Recent Auditing and Attestation Pronouncements
and Related Guidance
Documents Containing Audited Financial
Statements (AICPA, Professional
Standards, AU sec. 550), this SAS
supersedes AU section 551A, Reporting on
Information Accompanying the Basic
Financial Statements in Auditor-Submitted
Documents (AICPA, Professional
Standards). This SAS is effective for
periods beginning on or after December 15,
2010. Early application is permitted.
SAS No. 118, Other Information
in Documents Containing
Audited Financial Statements
(AICPA, Professional
Standards, AU sec. 550)
Issue Date: February 2010
(Applicable to audits conducted
in accordance with GAAS)

This SAS addresses the auditor's
responsibility in relation to other
information in documents containing
audited financial statements and the
auditor's report thereon. In the absence of
any separate requirement in the particular
circumstances of the engagement, the
auditor's opinion on the financial
statements does not cover other
information, and the auditor has no
responsibility for determining whether
such information is properly stated. This
SAS establishes the requirement for the
auditor to read the other information of
which the auditor is aware because the
credibility of the audited financial
statements may be undermined by material
inconsistencies between the audited
financial statements and other information.
This SAS supersedes AU section 550A,
Other Information in Documents
Containing Audited Financial Statements
(AICPA, Professional Standards), and
along with SAS No. 119, supersedes AU
section 551A. This SAS is effective for
periods beginning on or after December 15,
2010. Early application is permitted.

Recent AICPA Independence and Ethics Developments
.89 In May 2010, the AICPA Professional Ethics Executive Committee
released revised and clarified independence rules in the code affecting Interpretation No. 101-1, "Interpretation of Rule 101," under Rule 101, Independence
(AICPA, Professional Standards, ET sec. 101 par. .02), as it applies to covered
members formerly associated with an attest client and participation of a covered member's immediate family in an employer's benefit plan. The revisions
to Interpretation No. 101-1 are effective June 1, 2011, with earlier application
allowed.
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.90 The Audit Risk Alert Independence and Ethics Developments—
2010/11 (product no. 0224710) contains a complete update on new independence and ethics pronouncements. This alert will heighten your awareness of
independence and ethics matters likely to affect your practice. Obtain this alert
by calling the AICPA at 888.777.7077 or visiting www.cpa2biz.com.

On the Horizon
.91 Auditors should keep abreast of auditing and accounting developments and upcoming guidance that may affect their engagements. The following sections present brief information about some ongoing projects that have
particular significance to those entities that received federal funding or that
may result in significant changes. Remember that exposure drafts are nonauthoritative and cannot be used as a basis for changing existing standards.
.92 Information on, and copies of, outstanding exposure drafts may be obtained from the various standard setters' websites. These websites contain indepth information about proposed standards and other projects in the pipeline.
Many more accounting and auditing projects exist in addition to those discussed
here. Readers should refer to information provided by the various standard setting bodies for further information.

Overhaul Project—AICPA Audit and Accounting Guide
Not-for-Profit Entities
.93 The AICPA is continuing to make progress overhauling the AICPA
Audit and Accounting Guide Not-for-Profit Entities, addressing numerous accounting, auditing, industry, and regulatory issues that have transpired since
this guide was originally issued in 1996. During this project, the AICPA will
continue to issue annual editions of the guide, updated to reflect recent audit
and accounting pronouncements.

Overhaul Project—AICPA Audit and Accounting Guide
Health Care Entities
.94 The AICPA is continuing to make progress overhauling the AICPA
Audit and Accounting Guide Health Care Entities. The proposed guide addresses many new accounting and regulatory issues that have transpired since
this guide was originally issued in 1996 and includes guidance related specifically to health care entities. A working draft of the accounting sections of the
new guide was issued for a 60-day comment period in April 2011. The working
draft can be found at www.aicpa.org/InterestAreas/AccountingAndAuditing/
Resources/AcctgFinRptg/AcctgFinRptgGuidance/Pages/WorkingDraftHealth
CareOrganizations.aspx. Readers should be alert for the issuance of the new
guide near the end of 2011.

Auditing and Attestation Pipeline
ASB Clarity Project
.95 In response to growing concerns about the complexity of standards,
the ASB has commenced a large-scale clarity project to revise all existing auditing standards so they are easier to read and understand. Over the last few
years, the ASB has been redrafting all of the existing auditing sections contained in the Codification of Statements on Auditing Standards (AU sections
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of the AICPA's Professional Standards) to apply the clarity drafting conventions and converge with the International Standards on Auditing (ISAs) issued
by the International Auditing and Assurance Standards Board. Most of the
standards are being clarified "one for one" into individual clarified standards.
However, in some cases, several standards have been grouped together to form
a single clarified standard, whereas in other cases, certain paragraphs of an
existing standard have been carved out of that standard and placed in a different clarified standard. As part of this project, the ASB has revised the AU
section number order to follow the ISA number order for all clarified AU sections for which there are comparable ISAs. New AU section numbers have been
assigned for all clarified AU sections for which no corresponding ISAs exist.
.96 The majority of the clarified standards will be issued in a single SAS,
codified as AU sections, with each section assigned a section number and title.
The ASB proposes that most of the redrafted standards become effective at
the same time and is working toward completing the project in the second
half of 2011. Several exceptions to that time frame exist, including the clarity
redrafts of AU section 341, The Auditor's Consideration of the Entity's Ability to
Continue as a Going Concern, and AU section 322, The Auditor's Consideration
of the Internal Audit Function in an Audit of Financial Statements (AICPA,
Professional Standards), which are not yet finalized. When the clarity project
is complete, all SASs except SAS Nos. 117–120 will be superseded.
.97 The effective date of most of the clarified standards is for audits of
financial statements for periods ending on or after December 15, 2012. Standards that have been issued recently in clarified format (SAS Nos. 117–120)
have different effective dates, as will any redrafted standards issued at a later
date. The ASB believes that having a single effective date for most of the clarified standards will ease the transition to, and implementation of, the redrafted
standards. The effective date will be long enough after the redrafted statements
are finalized to allow sufficient time for training and updating of firm audit
methodologies. Further, early adoption of the new SAS will not be appropriate.
The SAS that will encompass all clarified AU sections will be issued with the
next consecutive number that is available. See the explanatory memorandum
"Clarification and Convergence" and the discussion papers Improving the
Clarity of ASB Standards and Clarity Project: Questions and Answers at
www.aicpa.org/InterestAreas/AccountingAndAuditing/Resources/AudAttest/
AudAttestStndrds/ASBClarity/Pages/ImprovingClarityASBStandards.aspx.
All clarified SASs that have been finalized by the ASB but are not yet issued
as authoritative can be found at www.aicpa.org/InterestAreas/AccountingAnd
Auditing/Resources/AudAttest/AudAttestStndrds/ASBClarity/Pages/Final%20
Clarified%20Statements%20on%20Auditing%20Standards.aspx.

Resource Central
.98 The following are various resources that practitioners engaged in
audits of entities subject to Government Auditing Standards and Circular A133 may find beneficial.

Publications
.99 Practitioners may find the following publications useful. Choose the
format best for you—online or print.
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Audit Guide Government Auditing Standards and Circular A133 Audits (2011) (product no. 0127411 [paperback] or WRF-XX
[online])
Audit and Accounting Guide Not-for-Profit Entities (2011) (product no. 0126411 [paperback] or WNP-XX [online])
Audit and Accounting Guide State and Local Governments (2011)
(product no. 0126611 [paperback] or WGG-XX [online])
Audit and Accounting Guide Health Care Entities (2011) (product
no. 0126111 [paperback] or WHC-XX [online])
Audit and Accounting Guide Gaming (2011) (product no. 0127111
[paperback])
Documenting and Testing Compliance and Internal Control Over
Compliance in a Single Audit (2010) (product no. 006662PDF [online])
Audit Guide Assessing and Responding to Audit Risk in a Financial Statement Audit (2009) (product no. 012459 [paperback] or
WRA-XX [online])
Audit Guide Audit Sampling (2008) (product no. 012538 [paperback] or WAS-XX [online])
Audit Risk Alert Not-for-Profit Entities Industry Developments—
2011 (product no. 0224211 [paperback])
Audit Risk Alert State and Local Governmental Developments—
2011 (product no. 0224311 [paperback])
Audit Risk Alert Independence and Ethics Developments—
2010/11 (product no. 0224710 [paperback] or WIA-XX [online])
Checklists and Illustrative Financial Statements Not-for-Profit
Entities (product no. 0089811 [paperback] or WNP-CL [online])
Accounting Trends & Techniques: Not-For-Profit Entities (product
no. 0066111 [paperback] or WNT-XX [online])

AICPA Online Professional Library: Accounting
and Auditing Literature
.100 The AICPA has created your core accounting and auditing library online. The AICPA Online Professional Library is now customizable to suit your
preferences or your firm's needs. Or, you can sign up for access to the entire
library. Get access—anytime, anywhere—to the Financial Accounting Standards Board (FASB) Accounting Standards Codification™ (ASC), the AICPA's
latest Professional Standards, Technical Practice Aids, Audit and Accounting
Guides, Audit Risk Alerts, Accounting Trends & Techniques, and more. One
option is the AICPA Audit and Accounting Guides with FASB Accounting Standards Codification™, which contains all Audit and Accounting Guides, all Audit Risk Alerts, and FASB ASC in the Online Professional Library (product no.
WFA-XX [online]). To subscribe to this essential online service for accounting
professionals, visit www.cpa2biz.com.

Continuing Professional Education
.101 The AICPA offers a number of continuing professional education
(CPE) courses that are valuable to CPAs working in public practice and industry, including the following:
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AICPA's Annual Accounting and Auditing Update Workshop
(2010–2011 Edition) (product no. 736186 [text], 187194 [DVD], or
357194 [additional manual for DVD]). Whether you are in industry or public practice, this course keeps you current and informed
and shows you how to apply the most recent standards.
Internal Control Essentials for Financial Managers, Accountants
and Auditors (product no. 731858 [text], 181856 [DVD/manual], or
351856 [additional manual for DVD]). This course will provide you
with a solid understanding of systems and control documentation
at the significant process level.

.102 Among the many courses, the following are specifically related
to audits of entities subject to Government Auditing Standards or Circular
A-133:

r
r
r
r
r

Governmental Accounting and Auditing Update (2011-2012)
(product no. 736481 [text], 186487 [DVD], also available OnDemand)
Insight: Single Audit Fundamental On-Demand Series (product
no. 154260 [online])
Applying A-133 to Nonprofit and Governmental Organizations
(product no. 730913 [text] or 187212 [DVD])
Studies on Single Audit and Yellow Book Deficiencies (product no.
733034 [text])
Fraud in the Governmental and Not-For-Profit Environments
(product no. 0731926 [text])

.103 Visit www.cpa2biz.com for a complete list of CPE courses.

Online CPE
.104 AICPA CPExpress, offered exclusively through CPA2Biz, is the
AICPA's flagship online learning product. AICPA members pay $180 for a
new subscription and $145 for the annual renewal. Nonmembers pay $435
for a new subscription and $375 for the annual renewal. Divided into 1-credit
and 2-credit courses that are available 24 hours a day, 7 days a week, AICPA
CPExpress offers hundreds of hours of learning in a wide variety of topics. In
addition to general accounting and auditing topics, CPExpress offers courses of
special interest to those performing audits under Government Auditing Standards or Circular A-133.
.105 To register or learn more, visit www.cpa2biz.com.

Webcasts
.106 Stay plugged in to what is happening and earn CPE credit right from
your desktop. AICPA webcasts are high quality, two-hour CPE programs that
bring you the latest topics from the profession's leading experts. Broadcast
live, they allow you to interact with the presenters and join in the discussion. If you cannot make the live event, each webcast is archived and available on CD-ROM. For additional details on available webcasts, please visit
www.cpa2biz.com/AST/AICPA CPA2BIZ Browse/Store/Webcasts.jsp.
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Member Service Center
.107 To order AICPA products, receive information about AICPA activities, and get help with your membership questions, call the AICPA Service
Operations Center at 888.777.7077.

Hotlines
Accounting and Auditing Technical Hotline
.108 Do you have a complex technical question about generally accepted accounting principles, other comprehensive bases of accounting, or other
technical matters? If so, use the AICPA's Accounting and Auditing Technical Hotline. AICPA staff will research your question and call you back
with the answer. The hotline is available from 9 a.m. to 8 p.m. EST on
weekdays. You can reach the Technical Hotline at 877.242.7212 or online
at www.aicpa.org/Research/TechnicalHotline/Pages/AATechnicalHotline.aspx.
Members can also e-mail questions to aahotline@aicpa.org. Additionally, members can submit questions by completing a Technical Inquiry form found on the
same website.

Ethics Hotline
.109 In addition to the Technical Hotline, the AICPA also offers an Ethics
Hotline. Members of the AICPA's Professional Ethics Team answer inquiries
concerning independence and other behavioral issues related to the application
of the AICPA Code of Professional Conduct. You can reach the Ethics Hotline
at 888.777.7077 or by e-mail at ethics@aicpa.org.

Industry Conference
.110 The AICPA sponsors four annual conferences that include a focus on
Government Auditing Standards and Circular A-133 topics in the summer and
fall of each year.
.111 The National Governmental Accounting and Auditing Update Conference (GAAC) EAST will be held August 22–23, 2011, in Washington, D.C.,
and its counterpart, GAAC WEST, will be held September 19–20, 2011, in Las
Vegas, NV. These conferences are designed for CPAs working in federal, state,
and local government; public practitioners with government clients; and regulators who need to be aware of emerging developments. Attending one of these
conferences is a great way to receive timely guidance, along with practical advice on how to handle new legislation and standards, from key government
officials and representatives of the accounting profession, including the standard setters themselves.
.112 The AICPA National Governmental and Not-for-Profit Training Program will be held October 24–26, 2011, in Orlando, FL. If you need hands-on
training and are a CPA in public practice or a governmental or not-for-profit
staffer, then this conference is for you. You'll hear directly from the standard
setters and industry leaders on a variety of topics, including developments
in governmental accounting and auditing; the latest in proposed regulations
and laws on the local, state, and federal government levels, as well as those
affecting the not-for-profit sector; and more.
.113 The National Not-for-Profit Industry Conference will be held June
21–22, 2012, in Washington, D.C. The conference offers a wide range of topics
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geared to not-for-profit professionals at every level: tax, management, audit
and accounting, fundraising, and regulatory.
.114 For further information about the conferences, call 888.777.7077 or
visit www.cpa2biz.com.

AICPA GAQC
.115 The GAQC is a voluntary membership center for CPA firms and state
audit organizations designed to improve the quality and value of governmental audits. For the purposes of the GAQC, governmental audits are performed
under Government Auditing Standards and are audits and attestation engagements of federal, state, or local governments; not-for-profit entities; and certain
for-profit organizations, such as housing projects and colleges and universities,
that participate in governmental programs or receive governmental financial
assistance. The GAQC keeps members informed about the latest developments
and provides them with tools and information to help them better manage their
audit practice. CPA firms and state audit organizations that join demonstrate
their commitment to audit quality by agreeing to adhere to certain membership
requirements.
.116 The GAQC has been in existence since September 2004. Since its
launch, center membership has grown to 16 state audit organizations and almost 1600 firms from 50 states, the District of Columbia, Puerto Rico, and the
U.S. Virgin Islands. The CPA firm members of the GAQC account for approximately 88 percent of the total federal expenditures covered in single audits
performed by CPA firms in the FAC database (http://harvester.census.gov/sac/)
for the year 2008 (the latest year with complete submission data).
.117 The GAQC's focus is to promote the highest quality audits and to
save members time by providing a centralized place to find information that
they need, when they need it, to maximize quality and practice success. Center
resources include the following:

r
r
r
r
r
r

E-mail alerts with the latest audit and regulatory developments,
including information on the Recovery Act and its impact on your
audits
Exclusive webcasts and webinars on compliance auditing and
timely topics relevant to governmental and not-for-profit financial statement audits (optional CPE is available for a small fee,
and events are archived online)
Dedicated GAQC website at www.aicpa.org/GAQC with resources
(including a Recovery Act Resource Center), community, events,
products, and a complete listing of GAQC members in each state
Single audit practice aids and tools, some of which are described
in this alert and are available via the GAQC website
Online member discussion forums for sharing best practices and
discussing issues members are facing
Savings on professional liability insurance

.118 For more information about the GAQC, visit www.aicpa.org/GAQC.
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Help Desk—With all the quality issues being noted in governmental
audits (see further discussion in the "Legislative and Regulatory
Developments" and "Audit and Attestation Issues and Developments"
sections of this alert), your CPA firm or state audit organization
should consider joining the center. To enroll or learn more about the
GAQC, including details on the membership requirements and fees for
membership, go to www.aicpa.org/GAQC or e-mail the GAQC staff at
GAQC@aicpa.org. To preview member benefits, go to www.aicpa.org/
InterestAreas/GovernmentalAuditQuality/Membership/Pages/Preview
%20Center%20Benefits.aspx.

AICPA Industry Expert Panel—State and Local Governments
.119 The State and Local Government Expert Panel is an AICPA volunteer
group whose purpose is to identify state and local government financial reporting and auditing issues and to work with appropriate bodies for resolutions
benefiting the public interest; conduct liaison activities with the Governmental
Accounting Standards Board, regulators such as the GAO and OMB, and
applicable industry associations; and advise and assist in the development of
AICPA products and services related to state and local government audits. For
information about the activities of the State and Local Government Expert
Panel, visit the AICPA website at www.aicpa.org/InterestAreas/Accounting
AndAuditing/Community/StateAndLocalGovernment/Pages/StateandLocal
Government.aspx.

AICPA Industry Expert Panel—Not-for-Profit Entities
.120 The AICPA Not-for-Profit Entities Industry Expert Panel assists
those working in the industry by identifying financial reporting and auditing
issues within the industry for which guidance from standard setting bodies
is needed and working with appropriate bodies having authority over such
standards in finding resolutions to the issues. For more information about the
activities of the Not-for-Profit Entities Expert Panel, visit the panel's Internet
page at www.aicpa.org/INTERESTAREAS/ACCOUNTINGANDAUDITING/
COMMUNITY/NOTFORPROFIT/Pages/NotforProfit.aspx.

Industry Websites
.121 The Internet covers a vast amount of information that may be valuable to auditors of entities subject to Government Auditing Standards or Circular A-133 audits, including current industry trends and developments. Some
of the more relevant sites are shown in the appendix, "Additional Internet
Resources," of this alert.

ARA-SGA .119

P1: irk
ACPA201-01

aicpa-aag.cls

June 24, 2011

16:45

37

GAS and Circular A-133 Developments—2011

.122

Appendix—Additional Internet Resources
Here are some useful websites that may provide valuable information to accountants.
Website Name
AICPA

Content

Website

Summaries of recent
auditing and other
professional standards,
as well as other AICPA
activities

www.aicpa.org
www.cpa2biz.com

AICPA Professional
Issues Task Force

Summaries of practice
issues that appear to
present concerns for
practitioners and
disseminate information
or guidance, as
appropriate, in the form
of practice alerts

www.aicpa.org/
InterestAreas/
AccountingAndAuditing/
Resources/AudAttest/
AudAttestGuidance/
Pages/PITFPractice
Alerts.aspx

Catalog of Federal
Domestic Assistance
(CFDA)

Electronic searchable
version of the CFDA,
which may be useful for
identifying or verifying
CFDA numbers

www.cfda.gov

Department of
Education: Office of
Inspector General
Non-Federal Audit
Team

Provides sources,
including various audit
guides, to assist in the
conduct and
understanding of single
audits and audits of
student financial aid

www2.ed.gov/about/offices/
list/oig/nonfed/nfteam.html

Department of
Housing and Urban
Development
(HUD): Office of
Inspector General

Among the items found
on this website is the
Consolidated Audit
Guide for Audits of HUD
Programs

www.hudoig.gov

Federal Audit
Clearinghouse
(FAC)

Website used for
http://harvester.census.gov/
submission of data
fac/
collection form. It
contains various versions
of the data collection
form (Form SF-SAC)

www.ifrs.com

(continued)
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Website Name

Content

Website

Federal Funding
Accountability and
Transparency Act
(FFATA)

Information related to
the Transparency Act
and its related reporting

http://ffata.org/ffata/

FFATA Subaward
Reporting System
(FSRS)

Report submission
website

www.fsrs.gov

The Federal Reserve Source of key interest
Board
rates

www.federalreserve.gov

Financial
Accounting
Standards Board
(FASB)

www.fasb.org

Summaries of recent
accounting
pronouncements and
other FASB activities

Government
Policy and guidance
Accountability Office materials and reports on
(GAO)
federal agency major
rules

www.gao.gov

Governmental
Accounting
Standards Board
(GASB)

Summaries of recent
accounting
pronouncements and
other GASB activities

www.gasb.org

Governmental Audit
Quality Center

A membership center for
firms and state audit
organizations providing
information and
resources to those
performing
governmental audits

www.aicpa.org/GAQC

Government
Printing Office
Access

Includes a
comprehensive list of
available official federal
resources (and related
links) and is the official
online bookstore for
government publications

www.gpoaccess.gov

IGnet

Includes electronic
versions of the audit
review guidelines that
the federal inspectors
general use in
performing reviews of
selected single audits

www.ignet.gov/
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Website Name

Content

Website

Office of
Management and
Budget (OMB)

Includes information on
the federal budget, the
president's management
agenda, regulatory and
legislative information,
and OMB circulars. Also
includes guidance
related to Recovery Act
programs and the
accountability of
Recovery Act funding

www.whitehouse.gov/omb/
OMB circulars:
www.whitehouse.gov/omb/
circulars/
Recovery Act guidance:
www.whitehouse.gov/omb/
recovery default

Private Company
Financial Reporting
Committee

Information on the
initiative to further
improve FASB's
standard-setting process
to consider needs of
private companies and
their constituents of
financial reporting

www.pcfr.org

Public Company
Accounting
Oversight Board
(PCAOB)

Information on
accounting and auditing
activities of the PCAOB
and other matters

www.pcaob.org

Recovery.gov and
Recovery
Accountability and
Transparency Board
(RATB)

User-friendly tool
www.recovery.gov
maintained by the RATB
to track Recovery Act
spending and projects,
including how and where
the funds are spent

USA.gov

Portal through which all
government agencies can
be accessed

www.usa.gov

USAspending.gov

Searchable database
with information on
government contract,
grant, and other award
data

www.usaspending.gov
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